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REVIEW OF THE FIRST QUARTER: 


Adjusting to a Sustainable Growth Rate 


Business is seeking a steady, sustainable pace, after having been unnaturally 
repressed in late 1959 and unduly stimulated in early 1960. 

As the year 1960 opened, business observers foresaw with virtual unanimity a 
rapid pickup in activity to near-boom levels. Three months later they were taking a 
second look and re-evaluating their expectations to what then appeared to be a more 
sustainable rate of growth. With the coming of spring and the passing of a record 
Easter sales season, sentiment has again improved. These swings in business senti- 
ment exceed observable swings in actual business performance. 

In large measure the first quarter softening in business sentiment represented a 
realistic retreat from excessive optimism which flavored earlier expectations. With 
the resumption of steel production there was considerable overestimation of the ac- 
cumulated shortage in steel supplies relative to demand, and of the time which would 
be required at near-capacity operation to correct that shortage. There was also an 
overestimation of the surge in demand for new automobiles which would develop. 
Then, too, it appeared that stock market values had been bid up faster than might 
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be justified either by income yields or by current 
inflationary pressures. 

The composite impact of these deflating in- 
fluences, plus depressing influence of an overdose 
of inclement weather, plus the retarding influence 
of a late Easter date, slowed the pace of business. 
Moreover the major part of the stimulus which 
may come from inventory accumulation now 
appears to have passed. But the ultimate strength 
of the economy rests upon demands of final users, 
and those demands remain strong. Recent sur- 
veys indicate a considerable impetus to come 
during the balance of the year from consumer 
buying intentions and from business expenditures 
for new plant and equipment. 

Looking backward, the economy can mark 
good recovery since its cyclical low point in early 
1958, and has by most measures surpassed its 
attainments at the time of its previous cyclical 
peak in 1957. Net growth since 1957, however, 
has been accompanied by more unemployment, 
higher prices and higher interest rates. 

With this perspective of favorable and un- 
favorable factors, it may be of interest to review 
in more detail the course of business, particularly 
in New England, during the first quarter of 1960. 

The New England manufacturing produc- 
tion index has moved more narrowly and more 
slowly than the national index. Just as the re- 
gional economy experienced but a relatively mild 
setback from the steelworkers’ strike, so there has 
been less occasion for a sharp subsequent re- 
covery. From a low value of 117 in December, the 
New England index edged back to 118 in Febru- 
ary when it was 5 points above its value of a year 
earlier. Although the index may have receded 
again in March, purchasing agents were still, on 
balance, reporting increasing rates of production. 

Electric power output in New England dur- 
ing each week of the quarter exceeded that of 
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comparable 1959 weeks by amounts averaging 
about 5 percent but ranging as high as 8 percent. 

The flow of new orders to manufacturers dur- 
ing the quarter varied much between industries. 
It also varied in accordance with shifting inven- 
tory positions of those placing the orders. From 
some sources there were reports of definite slow- 
ing of the order stream after the initial spurt of 
the year. Yet in the aggregate, purchasing agents 
noted an improving flow. Also the composite 
order index maintained by the Associated In- 
dustries of Massachusetts continued to exceed 
year earlier values, the February index showing a 
comparative gain of 6.7 percent. 

Business failures recorded in the area during 
the first quarter were 12 percent fewer than a 
year earlier. But there was also a decrease of 6.5 
percent in the number of new corporations 
chartered in the six states. 

New England construction activity during 
the first two months of the year displayed neither 
conformity to the national pattern nor consist- 
ency by type of construction. According to com- 
parative 1960 and 1959 statistics as compiled by 
the F. W. Dodge Corporation, the 10 percent 
decline for New England in the estimated value 
of all types of construction contracts was more 
than twice the 4 percent decline recorded for the 
nation at large. 

In the national pattern comparative changes 
from a year ago ranged from an 8 percent gain in 
construction by utilities to a 9 percent loss in 
residential building. But for New England the 
pattern was reversed with much wider variations. 
Changes ranged from a 20 percent gain for resi- 
dential building to an 86 percent loss for utilities. 
Relatively low mortgage interest rates, and the 
ability of many local builders to procure advance 
commitments from lenders, have contributed 
strength to homebuilding activities in this region. 

New England employment remained at rela- 
tively high levels in the initial months of the year. 
Compared with a year earlier, non-agricultural 
employment showed net gains of 2.4 percent in 
January and 3.0 percent in February. Although 
the region had suffered relatively little work dis- 
location from the previous year’s strike, resump- 
tion of full-scale steel operations gave more 
firmness to work schedules in steel-using indus- 
tries until inventories gave evidence of having 
been restored to normal. 

On the other hand, seasonal factors affecting 
trade, post office and construction work induced 
actual employment declines during both months. 
Also, a shipworkers’ strike put some 13,000 out 
of work, and there was a less avid demand for 
workers at some textile, apparel and shoe plants 
than existed a year ago. 

Unemployment remained generally below fig- 
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ures for comparable weeks of 1958 and 1959, even 
in March when unemployment compensation 
claims in the nation at large took on a somewhat 
more unfavorable trend. 

Some shortening in the length of the average 
factory workweek took place as the quarter wore 
on, effecting in some industries a reduction in 
average weekly earnings. The New England 
man-hour index for production workers advanced 
from 89.8 in December to 90.2 in January, but 
slipped back to 88.9 in February. 

Department store sales in New England 
during January and February totaled 5 percent 
more than a year earlier. In March, however, 
there was a nearly compensating lag, which can 
be attributed principally to an Easter calendar 
date three weeks later than in 1959, and to a 
paralyzing blizzard on March 4. 

Relative to a year ago, sales in the Boston area 
during the quarter were up by 2 percent, while 
those in other metropolitan areas showed an 
average 2 percent decline. Sales in the Quincy 
area were notably depressed by a shipyard strike. 
On a departmental basis, sales of home furnishing 
items fared well, but the late Easter date deferred 
clothing sales considerably during March with a 
more than compensating pickup in April. 

Inventories and orders for new merchandise 
were generally above early 1959 levels. Consumer 
credit outstanding at the region’s department, 
furniture and appliance stores at the end of Feb- 
ruary ranged from 5 to 15 percent higher than a 
year earlier. Collections were generally satisfac- 
tory on instalment accounts but tended to lag a 
little on charge accounts. 

New automobile sales in the six states, com- 
pared with a year ago, were favorable, registering 
gains of 15 percent for January and 68 percent for 
February. Dealers reported the favorable sales 
trend was extending through March. But sales 
were below factory expectations, and dealer 
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stocks rose high. The proportion of instalment 
sales on 36-month terms was markedly higher 
than in early 1959. 

Financial developments in early 1960 offered 
a somewhat confusing picture and were featured 
by a sharp decline in some short-term rates while 
overall demand for funds remained high. The 
auction rate for new 91-day Treasury bills de- 
clined from 4.602 percent at the beginning of the 
year to a minimum of 2.731 percent in early 
April, following which the trend was sharply re- 
versed. This decline paralleled changing market 
rates for bankers acceptances, commercial and 
sales finance paper. Bond yields experienced a 
more moderate decline. The prime rate for busi- 
ness bank loans and the Federal Reserve Bank 
discount rates were unaltered. 

In the changing picture of demands for and 
supplies of funds it might be noted that the 
Federal budget was closer to balance, state and 
local government borrowings were rising more 
slowly, and improved liquidity for many corpora- 
tions enabled them to invest in short-term paper 
and to limit their borrowings from commercial 
banks. Business loans at banks, however, con- 
tinued high, and there was further pressure for 
consumer credit. Demand for mortgage funds 
was firm. 

New England agriculture faced better pros- 
pects in early 1960. Potato prices, as a result of a 
small Canadian crop and delay in the availability 
of the early Florida crop because of adverse 
weather, were sharply above those prevailing in 
early 1959. Maine growers, with unsold stocks 
still largely in their hands, were able to benefit 
from this situation and to improve substantially 
their financial positions. 

Egg prices were severely depressed in January 
and February. March, however, brought a sharp 
rise, reflecting adverse weather, heavy liquidation 
of laying hens, and growing conviction that eggs 
were underpriced. Broiler prices were higher fol- 
lowing a cutback in production, and appeared 
fairly firm as a shortage in hatching eggs will 
work against any quick response in broiler pro- 
duction to the growing seasonal demand. 

The dairy business contined good into 1960. A 
slight increase in production maintained gross in- 
come despite weaker prices in the Boston market 
for blended milk. Last year’s forage crop was 
favorable in quality and quantity, and purchased 
feed costs were lower. The declining number of 
dairymen helped raise average incomes. 

Resort business benefited from the expand- 
ing appeal of skiing, the calendar’s fortuitous 
schedule of holiday weekends, and abundance of 
snow. Compared with a year ago, reported guest 
nights at ski resorts were up 6 percent in January, 
16 percent in February, and 12 percent in March. 
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Advance registrations for boys’ and girls’ summer 
camps foretold of another good season. 


Du Vd ble G o0ds Man uf ac ti ring 

The expected spurt in the primary and fab- 
ricated metals industries was overrated and 
short-lived. New England plants were but mildly 
affected by the steel strike. Fear had induced 
excess ordering beyond current needs, and inven- 
tories soon proved to be ample. Employment in 
both industries tapered off somewhat in Febru- 
ary. Also, settlement of the copper strike was not 
followed by brisk activity at the Naugatuck 
Valley copper and brass plants. The volume of 
incoming orders was spotty, and short work- 
week schedules became frequent. 

Employment and activity in New England’s 
nonelectrical machinery industry were still in 
the process of recovery from the 1958 recession low 
point. Business improved with discouraging slow- 
ness for machine tool makers, and was still well 
below prerecession performance. Much of the 
recent pickup in orders came from foreign cus- 
tomers. Textile machinery business made further 
gains, reflecting the profitable level of textile mill 
operations and the appeal of improved types 
of machines. 

New England electrical machinery staffs in 
February had a satisfying 8 percent growth from 
a year earlier, but were showing little aggregate 
change within the quarter. Some firms such as 
those making missile-electronic components or 
transistors were expanding operations and facili- 
ties. In some other lines there was a leveling off or 
some curtailment in operations. 

The outstanding development in the transpor- 
tation equipment industry was the shipyard 
strike, commencing in late January. Its impact 
on New England employment was more than 
double that of last year’s steel strike and necessi- 


tated the removal of some ships to the Boston 
Navy Yard for completion. Other segments of the 
industry, such as work on turbine engines, heli- 
copters, solid rocket propellants, automobile as- 
semblies, parts and supplies contributed over- 
all strength. 

Employees in February at New England plants 
making instruments numbered about 10 percent 
more than a year earlier. Yet in the case of some 
types of measuring and controlling devices the 
plants had difficulties in filling increased orders. 

First quarter business for furniture producers 
in New England was somewhat below expecta- 
tions. Some lines which caught public favor 
moved well, but reorders dropped off and dealers 
cautiously avoided overstocking until market 
trends might be more clearly established. 


Nondurable Goods Manufacturing 


New England textile mills were enabled by 
good order backlogs to maintain steady opera- 
tions during the first quarter. Cotton consump- 
tion in January and February was greater than a 
year ago. Woolen and worsted output increased 
after a seasonal lull. However, in response to a 
slackening in demand passed back from retailers 
and garment makers, mill operators eased some 
prices and adjusted schedules to avoid accumula- 
tions of excess inventories. 

At New England apparel factories the seasonal 
expansion in staffs and hours for work on spring 
and summer garments was less than in early 
1959. However, the season was stretched out 
somewhat because of the later Easter date. Weak- 
ness in retail sales in the early part of the quarter 
induced a more cautious placement of orders. 

Also, at New England shoe plants, the seasonal 
expansion of operations in January and February 
was less than a year ago. Yet the 1960 output 
failed by only 1.5 percent to match the unusually 
good 1959 performance. In explanation, it might 
be noted that part of the 1959 output was di- 
rected to replenishment of dealers’ low invento- 
ries, that retail demand slackened somewhat in 
early 1960, and that the 1960 Easter came three 
weeks later. Lower hide costs have made possible 
some reductions in shoe prices. 

Jewelry manufacturers started the year witha 
good volume of orders in consequence of retailers’ 
satisfying Christmas sales, and expanded opera- 
tions seasonally for the production of spring and 
summer merchandise. Reorders, however, fell 
short of expectations, as retail sales eased later 
in the quarter. 

Paper producers reported a satisfying first 
quarter, with orders, shipments and profits im- 
proved over a year ago. Order volumes appear 
adequate for most producers, although some ex- 
cess capacity still exists in the newsprint segment. 
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Capital Spending Still Rising 


Expecting business to be good through 1963, 
New England manufacturers are planning to 
spend more this year than in 1959 for plant and 
equipment. Outlays are expected to reach $634 
million this year, a 12 percent increase over 1959. 
The total planned for 1960 is still considerably 
below the peak reached in 1957. 

The region’s durable goods producers account 
for more than four-fifths of the planned increase. 
They expect their outlays will go up by $61 mil- 
lion, as compared to an $8 million rise in spending 
by nondurable goods manufacturers. 

Estimates of capital expenditures for all New 
England manufacturers are projected on the 
basis of returns from 370 firms which account for 
23 percent of manufacturing employment in the 
region. The 1960 survey was conducted by the 
Federal Reserve Bank of Boston with the co- 
operation of the McGraw-Hill Publishing Com- 
pany during March and early April. The McGraw- 
Hill survey indicated that manufacturers nation- 
ally expect capital outlays to increase 26 percent 
this year. 

In general, business sentiment during the sur- 
vey period no longer reflected the soaring opti- 
mism that prevailed at the start of 1960. Doubts 
about the upward course of business this year, 
particularly for the last half of the year, had 
begun to arise as machine tool orders lagged be- 
hind expectations; as new orders fell behind ship- 
ments, reducing the backlog of unfilled orders on 
manufacturers’ books; and as the inventory 
buildup slowed down from its feverish pace. 

However, in March and early April, manufac- 
turers in New England indicated that they still 
expect business to be good this year. They ex- 
pected 1960 sales to be 7 percent higher than 
those of 1959. Sales were expected to be particu- 
larly good in instruments and in the electrical and 
nonelectrical machinery industries. The McGraw- 
Hill Company in their survey, also conducted 
during March and early April, found that manu- 
facturers nationwide expect sales to increase 8 
percent this year. 

A joint Commerce Department-Securities Ex- 
change Commission survey conducted in late 
January and early February, before business op- 
timism abated, projected a 25 percent increase 
over 1959 in capital spending by the nation’s 
manufacturers. Their plans for this year indicate 
a level of spending less than $1 billion short of the 
high of $16 billion in 1957. All of the major manu- 
facturing industries are planning to increase capi- 
tal spending this year. Durable goods producers 
are expected to raise their spending by 33 percent, 
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and nondurable goods manufacturers plan to up 
their outlays by 20 percent. 


Industry Plans 


In contrast to the national pattern, the region’s 
advance in capital spending is distributed un- 
evenly among its major industries. 

The durable goods industries as a group plan to 
increase their outlays by 22 percent this year. 
But one industry in this group, lumber and wood 
products, expects to spend less than last year. 

Manufacturers in seven nondurable goods in- 
dustries plan smaller outlays in 1960 than in 
1959. The decline in these industries, however, 
will be more than offset by sizable increases in 
the paper and chemical industries. The overall 
rise in plant and equipment expenditures by the 
nondurable goods sector will be 3 percent. 

The paper industry is scheduling a large dollar 
increase, $26 million, in capital outlays. The bulk 
of the industry’s expenditure will be for machin- 
ery and equipment to modernize existing facili- 
ties. Production and sales in the paper industry 
were strong throughout last year. Employment 
in this industry has been high and relatively sta- 
ble in the region for the past two years. This high 
level of employment continued in the early 
months of this year. 

Even though demand for textile products was 
good last year, the region’s textile producers ex- 
pect to spend 9 percent less this year than in 
1959. Manufacturers in this industry indicated 
that they expect their sales to increase by 4 per- 
cent this year, 3 percent below the average for all 
nondurable goods producers. 

Nationally, the rubber industry is planning to 
raise its capital outlays substantially this year. 
In New England, on the other hand, this indus- 
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Sales, which were good 
last year, are expected 
to rise by 9 percent this 
year. If this sales ex- 
pectation is realized, the 
industry may increase 
spending over its present 
plans. 

The largest increase in 
capital outlays, in dollar 
terms, among New Eng- 
land’s durable goods pro- 
ducers is planned by the 
fast-growing electrical 
machinery industry. The 
1960 sales expectation 
of this industry is consid- 
erably above the average 
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Total Expenditures Plant Equipment 
| Percent 
1959 1960 Change Percent Percent 
Actual | Planned | from 1959 1960 of Total 1960 of Total 
564.3 | 633.7 +12 90.5 14 543.2 86 
280.1 | 341.5 +29 50.8 yee 290.7 85 
26.3 | 34.3 +30 6.5 19 27.8 81 
55.1 | 68.4 494 5 11 60.9 89 
56.5 | 63.6 +1 8.9 14 54.7 86 
55.4 73.8 +34 13.3 18 60.5 82 
31.4 33.3 + 6 27 8 30.6 92 
99.5 30.6 +36 8.6 28 29.0 72 
33.2 31.9 +14 3.3 9 34.2 91 
2984.2 | 999.9 + 3 39.7 13 252.5 87 
39.0 35.6 - 9 9.5 - 33.1 93 
61.8 | 88.3 +43 13.2 To ton 85 
94.7 175 —Q7 0.2 4 Ti.3 99 
43.4 | <i a +21 7.9 15 44.8 85 
36.2 | 34.1 | - 6 6.1 18 28.0 82 
o14 | 14.0 | —35 0.4 3 13.6 97 
57.7 | 50.0 | = 9.4 19 40.6 81 
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This industry plans to al- 
locate almost one-half of its spendingforexpansion. 

The transportation equipment industry in 
New England plans to increase its capital ex- 
penditures by only 6 percent over their level last 
year. New orders in this industry have been fall- 
ing since the middle of last year. Respondents to 
the survey indicated that they expected their 
1960 sales to drop 4 percent from the 1959 level. 
Manufacturers of transportation equipment had 
considerable excess capacity at the end of last 
year. Only 68 percent of their production capac- 
ity was being used at the end of 1959, while they 
would prefer to operate at 92 percent of capacity. 
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Excess Capacity 


At the end of 1959 excess production capacity 
prevailed in most industries in the region. New 
England manufacturers were actually operating 
at 80 percent of capacity, while they would prefer 
to operate at 93 percent. Only two industries, in- 
struments, and leather and shoes, were operating 
within 5 percent of their preferred rate. 

The capital expenditures planned for this year 
will increase manufacturing capacity in the re- 
gion by only 6 percent. Since production capacity 
is not being strained at the present time, New 
England manufacturers are planning to concen- 
trate their outlays by improving and replacing 
existing plant and equipment rather than adding 
new facilities. Manufacturers are endeavoring to 
improve efficiency in order to reduce costs. 

Last year expansion expenditures constituted 
37 percent of total capital outlays. This year the 
proportion will be 36 percent. These percentages 
are in sharp contrast to the findings in past sur- 
veys, where expenditures were about equally 
divided between expansion and replacement. 
Only a third of the major industries plans to allot 
more than half of their expenditures to expansion 
this year. Three industries — textiles, leather and 
shoes, stone, clay and glass — are expected to 
spend no more than 10 percent of their outlays 
upon expansion in 1960. 

Only 14 percent of 1960 capital outlays will go 
for new plant. This is a smaller proportion than 
has been reported in past surveys. In 1957, for 
instance, 30 percent of the total was spent for 
buildings. Instruments is the only industry that 
is expected to spend about that proportion on 
new plant this year. Nationally, according to the 
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McGraw-Hill survey, manufacturers this year 
plan to allocate 20 percent of their expenditures 
for new plant. 

The large proportion of total expenditures that 
is scheduled for machinery this year is further 
evidence that manufacturers are striving for 
greater efficiency. Manufacturers are installing 
more automatic machines and equipment in an 
effort to reduce their costs of operation. 


Plans Beyond 1960 


Four-fifths of the respondents to this year’s 
survey indicated that they have plans for capital 
expenditures in the years 1961, 1962, and 1963. 
This is a surprisingly large proportion of respond- 
ents with spending plans beyond the current 
year. Last year only 13 percent of the respond- 
ents were able to indicate their plans for 1960. 

Firms with preliminary plans for future spend- 
ing indicate that they plan to spend about the 
same amount in each of the years 1961-1963 as 
they spent in 1959. Instruments, chemicals, and 
nonelectrical machinery are the only industries 
which plan to spend more in each of the coming 
three years than is planned for 1960. 

The region’s manufacturers expect their sales 
to continue rising through 1963. Durable goods 
producers anticipate that their sales will go up by 
19 percent between 1960 and 1963, while non- 
durable goods manufacturers expect their sales to 
increase by 11 percent over the same period. 
Only the producers in the transportation equip- 
ment industry foresee a decline in their sales. 

In past surveys manufacturers have tended to 
underestimate their capital outlays during peri- 
ods of business improvement. If this tendency 
prevails this year, actual capital outlays for 1960 
and plans for spending in future years may be 
expected to rise above the amounts now sched- 
uled. A realization of present sales expectations 
and a reduction of excess capacity would also 
strengthen the possibility of a further increase in 
capital outlays. 


Research and Development 


New England manufacturers now plan to allo- 
cate 4 percent of their capital expenditures in 
1960 for research facilities. Industries which ex- 
pect to allocate about a tenth of their total ex- 
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penditures upon research facilities include chem- 
icals, primary metals, and electrical machinery. 

More than a fourth of the respondents indi- 
cated that a significant share, more than 5 per- 
cent, of their capital outlays will be for the 
purpose of manufacturing new products. More 
than half of the respondents in the chemicals, 
electrical machinery, and instruments industries 
reported that they will spend a significant part of 
their total outlays upon new products. 

If present plans are adhered to, even greater 
capital outlays will be made in future years for 
research facilities and for the manufacture of 
new products. 

This year, research and development expendi- 
tures by New England manufacturers are ex- 
pected to be 10 percent above the amount spent 
in 1959. Expenditures for these purposes will in- 
crease by 15 percent or more in the transportation 
equipment, paper, and instruments industries. 
Over the 1960-1963 period the region’s manufac- 
turers now expect their research and development 
outlays to rise by 25 percent. 

About one-half of the manufacturers said that 
they relate their research and development 
spending to plans for new products. The remain- 
der of the firms were about equally divided be- 
tween relating this type of spending to their sales 
and to their profits. The region’s manufacturers 
now anticipate that about one-fifth of their sales 
in 1963 will be in new products. 








Department Store Indexes 


The factors used for seasonal adjustment of statistical series on retail sales and inventories are 
reviewed periodically because of changes in consumer buying habits and in merchandising poli- 
cies of stores. A review of the seasonal adjustment factors for indexes of sales and stocks of New 
England department stores has recently been completed. Tables showing the revised indexes 
are available on request from the research department of the Federal Reserve Bank of Boston. 
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New England, 1970 


State and Local Finances 


The payrolls of New England state and local 
governments provide some 6!% percent of the 
region’s total personal income, and government 
purchases from private industries generate addi- 
tional income. All of the region’s economic activ- 
ity depends to some extent on the services of 
state and local governments. 

Activities of state and local governments will 
play a major role in the New England economy 
in the new decade. Even if governments do not 
expand the scope of their activities, expenditures 
will rise substantially in the next 10 years to 
provide services for a growing population. Public 
schools and universities, highways and streets, 
hospitals, welfare assistance, police and fire pro- 
tection — these are some of the facilities and 
services that will be required in ascending 
amounts. 

Revenues from existing taxes are not expected 
to be large enough to meet these increased ex- 
penditures. New sources of revenue will have to 
be found or rates raised on existing taxes. Sales 
or income taxes could be introduced in those 
states which do not have them. Local govern- 
ments may seek to supplement their main tax 
source, the property tax, with increased charges 
for services, or some new levy, for example, the 
sales tax. 

At present state and local governments employ 
almost one-tenth of the total nonagricultural 
workers in the region, and by 1970 they are ex- 
pected to employ an even greater proportion, 
perhaps 13 percent. State and local government 
employees received 6.6 percent of the region’s 
total personal income in 1958, the latest year for 





STATE AND LOCAL GOVERNMENT FINANCES, 
1957 AND 1970* 
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General Revenues From 


General Expenditures Present Sources 


| | . a : 

1970 | Percent | 1970 | Percent 

Pro- | Increase | Pro- | Increase 

1957 | jected \1957-70 1957 | jected wee 


New England $2,737 | $3,839 40% |$2,318 |$3,000 | 29% 


Massachusetts 1,406 | 2,123 | 51 1,219 | 1,480 | 21 
Connecticut ..... 733 | 820] 19 556 | 752] 35 
Maine 191 288 51 183 241 32 
Rhode Island .... 180 285 | 59 165.| 235.143 
New Hampshire .. 137 | 176| 99 112} 159] 41 








Vermont... 91 | 145 | 60 84 | 134 60 





*/ntergovernmental expenditures and revenues between state and local 
governments are omitted, but Federal grants are included. 
Details do not add to totals because of rounding. 





which data is available, and the proportion is 
expected to remain at more than 6 percent in 
the next decade. 

Most government outlays must be financed 
through state and local taxes on the region’s per- 
sonal income, reducing income available for pri- 
vate spending. The region’s inhabitants have a 
choice as to what functions the public and private 
sectors of the economy will perform. However, no 
one is clairvoyant enough to foresee decisions in 
this regard 10 years hence. The projections pre- 
sented here are the expenditures for those serv- 
ices typically performed by state and local gov- 
ernments, and the revenues from present taxes, 
at existing rates expected in 1970. 


Total General Expenditures 

As the accompanying table shows, in each New 
England state total state and local general ex- 
penditures in 1970 will be considerably above 
the amount spent in 1957. New England’s popu- 
lation is projected to grow by about 16 percent 
over this same time span. Population growth 
means increased expenditures for almost every 
governmental function: more public schools and 
universities for the school age population; more 
hospitals and more health services, particularly 
for increased numbers in the older age groups; 
and more police and fire protection as a result 
of population growth and greater urbanization. 

Per capita personal income is expected to rise 
in the region from $2,315 in 1957 to about $2,860 
in 1970. Rising incomes will create desires for 
better standards of public service and for new 
public services, for example, new parks, play- 
grounds, recreation centers, and libraries. More- 
over, an expanding economy means more high- 
ways and streets will be needed to accommodate 
more vehicles and more leisure-time travel. 


Total General Revenue 


Revenues from present taxes, charges, and 
from Federal aid under existing formulas will 
fall short of projected expenditures, although 
the expansion of the economy will result in in- 
creased revenue. The following are some ex- 
amples of expected growth factors and the types 
of revenue they will affect: increased personal 
income means more revenue from the individual 
income tax and from the general sales tax; more 
vehicles and highway travel will result in addi- 
tional revenue from motor vehicle licenses and 
gasoline taxes, and larger populations will raise 
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the number requiring welfare assistance and, 
therefore, increase Federal government contribu- 
tions under existing formulas. 

No attempt has been made to forecast in- 
creases in tax rates or imposition of new taxes to 
1970. Because operating costs of governmental 
functions are steadily rising, it is clear that state 
and local governments will have to find addi- 
tional revenue. 

One alternative is to raise rates on existing 
taxes. For example, tax rates on general sales, 
individual and corporate income, motor fuels, 
tobacco products, and various license fees may 
be increased in the states that now have these 
taxes. If the states were to cover their highway 
expenditures in 1970 with the revenues from 
motor fuel taxes and motor vehicle fees, all ex- 
cept New Hampshire would have to raise one or 
both of these taxes. However, sole reliance upon 
rate increases, rather than new taxes, to balance 
revenues and expenditures in 1970 would require 
quite sizable increases in most states. It is prob- 
able, therefore, that new taxes will be imposed, 
and perhaps some tax rates raised. 

Connecticut, Maine, and Rhode Island do not 
yet impose individual income taxes, and Massa- 
chusetts, New Hampshire, and Vermont still 
have no general sales tax. Of the 50 states, 33 
states use the individual income tax and 34 states 
use the general sales tax as sources of revenue at 
the present time. 

Local governments will also need to find new 
sources of revenue. Property taxes, the main 
source of local revenue today, will bring in more 
revenue as the economy expands and property 
increases in value, but it is unlikely that property 
taxes alone will provide enough additional reve- 
nue to cover the growth in expenditures. Local 
governments could turn to the larger govern- 
ments, which have broader and more varied tax 
sources, for a greater distribution of revenue; 
they could increase charges for their services; or 
they could introduce some new tax, for example, 
the sales tax, which several cities have turned to 
for additional revenue. Almost all of the cities 
over 25,000 population in Illinois and California 
make use of this tax. 


Growth Trend of Expenditures 
It may be asked, why will expenditures out- 
strip the growth in revenues from existing 
sources? The rise in expenditures expected to 
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1970 is a continuation of the trend that has 
prevailed over the 1947-1957 period. A look at 
this past can throw some light on the needs for 
expenditures in the future. 

During World War II state and local expendi- 
tures for nonmilitary public construction virtu- 
ally ceased, as building materials were diverted 
to the war effort. This postponement of replace- 
ment and expansion of public facilities created a 
backlog of expenditures to be faced in the post- 
war period. Consequently, expenditures rose as 
new programs were introduced after the war. 
Then the Korean War postponed some of the 
planned expenditure and gave rise to additional 
public programs. Also in the early 1950’s, the 
elementary school age population began to grow 
due to the increase in births during World War 
II, giving rise to the need for additional ele- 
mentary school facilities. 

Much of the 1947-1957 expenditure needs have 
been met, but new requirements have been cre- 
ated during the 1950’s which will have to be met 
in the coming decade. 

The accompanying chart shows the differences 
in percentage growth in public welfare expendi- 
tures expected among the New England states 
over the 1957-1970 period. Public welfare ex- 
penditures will be larger in all of the New Eng- 
land states in 1970, but states will vary in 
amounts spent on different types of aid. 

Variations in population growth, for example, 
will affect relative amounts spent for aid to the 
blind, to the disabled, and to dependent chil- 
dren. Vermont is not expected to increase ex- 
penditures for old age assistance because its 
population 65 and over will remain about sta- 
tionary in the next decade. Connecticut and 
Massachusetts, on the other hand, will need to 
increase this kind of assistance considerably. 

Urbanization — The expenditures required for 
new urban areas and for the redevelopment of 
existing urban centers pervade all types of gov- 
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ernment functions. New urban centers will spring 
up that will require additional public facilities. 

Many redevelopment projects are planned or 
being planned for the downtown areas of cities 
and towns in New England. In fact, some $300 
million of expenditures have been made or are 
committed in the region for such projects. In 
addition to the construction of housing, and com- 
mercial industrial facilities, these urban rede- 
velopment projects will require new facilities. 

Education — Public school expenditures are ex- 
pected to increase by 4 percent and higher edu- 
cation expenditures by 253 percent from 1957 
to 1970 in New England because of an expected 
bulge in the college age population. The school 
age population of the 1950’s will become the col- 
lege age group during the coming decade. (See 
Business Review, March and April, 1960.) 

The total impact of increased school enroll- 
ments is not reflected in the 1970 expenditure 
projections, for much of the capital outlay for 
educational facilities will take place prior to 1970. 
The average annual cost of building classrooms 
for all types of education over the 1958-1970 
period in New England is expected to be about 
$104 thousand, or a total capital outlay for class- 
rooms over the period of about $1.4 million. 

Highways and Streets—It is likely that high- 
way expenditures in the region will constitute 
more than 25 percent of total government ex- 
penditures in 1970. 

In the last half of the 1950’s, attention has 
turned to the need for improvement of the high- 
ways, particularly the interstate highways. The 
highway expenditure projections included in the 
total expenditures shown here reflect estimates 
that were made last year by highway depart- 
ments in each New England state. These esti- 
mates are subject to revision as new needs 
become evident. 

Present plans are also based upon the existing 
schedule of grants from the Federal government 
for the interstate highway program. If this sched- 
ule should be changed, present construction plans 
would be altered to conform with the new sched- 
ule, and 1970 capital outlays for highways might 
then be larger or smaller than current estimates. 

Under existing plans, the magnitude of the 
highway building program in the next decade in 
New England is reflected in the total capital 
outlays for highways and streets of $4.3 billion 
from 1958 to 1970. In addition to larger capital 
outlays, current expenditures for road mainte- 
nance will increase as more miles are added to 
the existing highway network. 

The timing of the highway building program 
differs among the states. If present plans are 
adhered to, Connecticut, Maine, and New Hamp- 
shire will spend less on highways in 1970 than in 
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1957, while Massachusetts, Rhode Island, and 
Vermont will spend more. The former states have 
spent large sums for new highways in recent 
years and plan to complete their highway pro- 
grams in the early 1960’s. The latter states have 
a backlog of highway building programs which 
will require high levels of expenditures through- 
out the decade. 

Medical Care— Per capita expenditures for 
health and hospitals more than doubled over the 
1947-1957 period in New England. This indicates 
that quite substantial gains have already been 
made in providing better public health and hos- 
pital services to New England residents. The 
large expenditures needed for other governmental 
functions in the coming decade may limit a 
further rise in this type of spending. In addition, 
if the expected growth in personal incomes takes 
place, New England residents will be able to 
provide themselves with additional private medi- 
cal care through both direct purchase and the 
use of medical insurance, thus reducing some of 
the need for public medical care. 

On the other hand, the increase of 135,000 
persons in the 65 and over age group that is ex- 
pected in the 1960’s in New England will offset 
the above factors to some extent. This age group 
requires about twice as much hospital care as 
other ages and relies on public hospital care to a 
much greater extent. Moreover, more mental 
hospitals will be needed as the population over 
65 increases, for this is the age group in which 
the incidence of mental disease is greatest. 

Taking all of these factors into account, it is 
expected that combined health and hospital ex- 
penditures will increase by about 52 percent 
over the 1957-1970 period in New England. This 
projection is based upon the assumption that 
there will be a considerable increase in private 
health and hospital facilities. If this private ex- 
pansion does not take place, public spending will 
be substantially above these estimates. 
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Record Easter Season Sales 


Although the Easter shopping season ended on 
a rainy Saturday, this did little to dispel the 
cheerfulness of New England’s department store 
merchants. Sales of their stores during the four 
weeks preceding Easter were 21 percent higher 
than during 1959’s pre-Easter shopping period. 
This gain in dollar volume was sufficient to set a 
new record, 10 percent above the previous high 
in 1957. 

Sales volume in each of the two weeks preced- 
ing Easter was larger than for any Easter shop- 
ping weeks in the past. Sales in each of the four 
weeks were at least 10 percent larger than a 
year ago. 

Sales gains were general throughout New Eng- 
land. Increases ranged from 17 percent in Down- 
town Boston and Quincy to 32 percent in Lowell. 
Sales were up 20 percent in Springfield and 24 
percent in a group of stores in Worcester, Provi- 
dence, New Haven and the three northern New 
England states. 

The late date of Easter this year (April 17) 
compared to the early date last year (March 29) 
helped to increase sales in the pre-Easter period. 
There was a greater likelihood this year of being 
able to wear spring clothing comfortably on 
Easter Sunday, and warm weather during the 


two weeks before Easter further enhanced this 
feeling. 

Sales of all types of apparel, as reported by 
downtown Boston stores, were 17-22 percent 
greater than during the 1959 Easter season. 
Children’s clothing sales gained less than those of 
adults, probably the reverse of sales patterns 
in suburban stores. 

Sales of toys and candy led the miscellaneous 
group to a 32 percent sales jump over a year ago. 
Even the sales of the home furnishings depart- 
ments, not directly involved in the Easter fashion 
parade, were 7 percent larger than a year earlier. 
Basement store sales matched the percentage 
gains of the combined upstairs store departments. 

The substantial Easter sales gains over last 
year have nearly restored the margin of year-to- 
year gain reached at the end of February, just 
before March’s severe weather arrived. In the 
middle of April, sales for the year were 4 percent 
larger than for the similar 1959 period. Because of 
the strong sales performance, retailers are not 
faced with a heavy inventory of spring clothing. 
They can concentrate merchandising efforts on 
summer lines, a factor which enhances the mer- 
chants’ hopes for continuing sales gains over the 
levels of 1959. 





Rising Winter Vacation Business 


Every month of the 1960 winter vacation sea- 
son showed increases in New England lodging 
business over the comparable month of the pre- 
vious year. The season as a whole, from Decem- 
ber through March, ended with a 10 percent 
gain, and established a new record. 

The 1960 season was the first in several years 
to show gains in every month over the previous 
year. The 1959 winter season was up 13 percent 
over 1958, but increases were less evenly distrib- 
uted than they were this season. 

Business for the guest house group (motels, 
cabin colonies, housekeeping cottages and tourist 
homes) showed the greater growth this year, with 
a 16 percent increase. The hotel and inn group 
had a 7 percent increase. The congenial atmos- 
phere of the small lodge is peculiarly suited to the 
needs of the skier, which may in part explain this 
group’s larger increase. 

The biggest year-to-year gains this season were 
registered in the latter half of the winter. A three- 
day Washington’s birthday weekend and con- 
sistently good snow conditions gave February a 
16 percent increase, the largest year-to-year gain 
for any month. 
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March showed a 12 percent gain despite the 
fact that Easter fell in April this year and ski 
areas were literally snowed under during the first 
week of the month. March was the only month of 
the season in which the hotel group reported 
greater gains than the guest house group. 

December’s 5 percent gain over year-earlier 
figures was the weakest for any month. Some 
proprietors suffered last-minute cancellations due 
to spotty snow conditions during late December. 

January showed more consistent gains through- 
out the month, and there were near-capacity 
crowds over New Year’s weekend and college 
mid-semester vacation. The total increase for the 
month was 6 percent, but the guest house group 
was responsible for all of the gain. The hotel 
group reported a 1 percent dip. 

Winter vacation business has more than dou- 
bled in New England in the last 10 years. With a 
base of 100 in 1950, the lodging index reached 218 
in the past season. In addition to increased popu- 
larity of skiing, the business has been aided by 
improved transportation, extensive development 
of ski areas, rising incomes and population, and 
increased amounts of leisure time. 
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MASSACHUSETTS NEW ENGLAND | UNITED STATES 
MANUFACTURING INDEXES (1950-52 = 100) (1950-52 = 100) (1957 = 100) 


(seasonally adjusted) Mar.'60 Feb.’60 Mar.’59 Mar. '60 Feb.'’60 Mar. ’59| Mar.’60 Feb.’60 Mar. '59 


All Manufacturing 117 120r 110 118 118 2. | a0 110 104 
Primary Metals 102 108r 99 98 104r 100 108 109 109 
Textiles 48 A49r 49 68 68 71 | hie: 111 111 
Shoes and Leather 101 105 riz 109 iS 116 | na. na. 101 
Paper 109 109 106 127 129 124 na. 1S 107 











NEW ENGLAND | UNITED STATES 
Percent Change from: Percent Change from: 


BANKING AND CREDIT R Feb. '60 E Mar.’60  Feb.’60 Mar. 59 
Commercial and Industrial Loans ($ millions) + 2 re 30,761 + 2 
(Weekly Reporting Member Banks) 
Deposits ($ millions) 1 105,730 0 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 245,695 +11 
(Selected Cities) 
Consumer Installment Credit Outstanding + 266.7 + 1 
(index, 1950-52 = 100) 
TRADE 
Department Store Sales +- 
(index, seas. adj. 1947-49 = 100) 
Department Store Stocks 
(index, seas. adj. 1947-49 = 100) 
EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) a Profs | 
Insured Unemployment (thousands) 171 
(excl. R. R. and temporary programs) 
Consumer Prices 128.0 
(index, 1947-49 = 100) (Mass.) 
Production- Worker Man-Hours 89.5 
(index, 1950 = 100) 
Weekly Earnings in Manufacturing ($) 83.01 
OTHER INDICATORS (Mass.) 
Construction Contract Awards ($ thous.) 
(3-mos. moving averages Jan., Feb., Mar.) 
Total 108,780 a7 2,492,943 +12 
Residential 44,133 ee 1,069,383 +10 
Public Works 14,070 +33 | 444,029 +16 
Electrical Energy Production 217 apes, | pa + 1 
(index, seas. adj. 1947-49 = 100)* 
Business Failures (number) 64 + 3 1,335 +10 
New Business Incorporations (number) 922 “19 17,437 +19 
*Figure for last week of month | .a. = not available s.r, = series revised 


= estimate r = revised 


s.r. 


s.r. 
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